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STATEMENT  OF  CARRIERS  IN  THE  EASTERN 

DISTRICT. 


To  the  Honorable,  the  Interstate  Commerce  Commission: 

The  names  of  the  carriers  represented  in  this  presentation  and 
the  mileage  of  each  are  shown  in  the  list  made  part  of  Exhibit  II, 
and  comprising  generally  the  so-called  “Eastern  District.” 

A statement  is  attached  (marked  A)  giving  the  operating 
Revenues,  expenses,  net  revenues  and  net  railway  operating  income 
of  these  carriers  for  the  years  1916  to  1919,  inclusive,  as  audited, 
and  also  for  the  year  1919  so  adjusted  as  to  reflect  more  nearly 
the  present  conditions — and  shows  as  follows: 


Calendar 

Year. 

Net  Revenues. 

Operating 

Ratio. 

Net  Railway 
Operating  Income. 

Decrease 
Compared  with 
1916. 

1916 

$570,377,155 

67.41 

$464,434,104 

1917 

497,477,306 

74  21 

368,231,549 

D.  20.71 

1918 

365,341,843 

84  71 

251,215,146 

D.  45.91 

1919 

297,706,179 

87.87 

182,238,706 

D.  60.76 

(As  ad- 
justed) 

1919 

207,518,156 

91.58 

42,409,693 

D.  90.87 

Taking  1916,  which  is  selected  because  it  is  the  last  full  year 
preceding  the  radical  changes  that  have  since  occurred  in  both 
revenues  and  expenses,  and  comparing  it  with  the  year  1919,  as 
audited,  there  is  noted  a change  in  the  ratio  of  expenses  to  earn- 
ings from  67.41  in  1916  to  87.87  in  1919,  and  this  notwithstanding 
the  freight  ton  miles  handled  decreased  but  5.77%,  while  freight 
train  miles  actually  decreased  IS. 72%,  due  to  an  increase  in  tons 
per  train  mile  from  699  to  810.  During  the  same  period  there 
was  an  increase  in  passengers  carried  one  mile  of  30.27%  with  a 
decrease  in  passenger  train  miles  of  12.75%.  Ordinarily  a condi- 
tion such  as  indicated  by  these  figures  would  have  resulted  in  a 
substantially  lower  operating  ratio,  with  a corresponding  increase 
in  net  revenue. 

This  comparison  clearly  demonstrates  that  the  increase  in  the 
basis  of  operating  expenses  has  far  exceeded  the  increase  in  the 
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basis  of  operating  revenues.  The  extent  to  which  the  increases 
in  operating  expenses  have  outstript  the  increases  in  rates  may  be 
more  definitely  shown  by  applying  to  the  business  of  1916  the 
increased  rates  and  charges  and  the  increased  bases  of  expense 
which  actually  obtained  in  March,  1920. 

Careful  estimates,  based  on  the  experience  of  the  Pennsylvania, 
New'  York  Central  and  Baltimore  and  Ohio  Railroads,  have  been 
made,  and  the  percentages  of  increased  cost  and  rates  so  ascertained, 
have  been  applied  to  the  aggregate  business  handled  in  1916  by 
the  38  Eastern  Systems,  petitioners  in  the  Fifteen  Per  Cent.  Case. 
Statement  (marked  B),  attached,  show’s  in  detail  the  combined 
Income  Account  so  adjusted,  and  the  effect  of  increased  rates  and 
increased  expenses  as  of  March,  1920,  applied  to  the  business  of 
the  year  1916,  w'hich  may  be  summarized  as  follows: 

Effect  of 

Increased  Rates  and  Increased  Basis  of  Expenses  as  of  March,  1920,  Applied, 
to  the  Total  Business  of  the  38  Eastern  Systems  During  the  Year  1916 


Increase  in  Revenues  Derived  From: 

I.  C.  C.  Authority — 15%  Case,  etc $158,462,984 

U.  S.  Railroad  Administration — Freight  In- 
crease 25% 337,007,051 

U.  S.  Railroad  Administration — Passenger  In- 
crease 26.98% 86,803,036 

I.  C.  C.  Authority — Mail  Increase  55% 12,554,149 

I.  C.  C.  Authority — Express  Increase  10% 4,311,649 

Miscellaneous  Increase — Estimated 9,648,011 


Total  Increased  Revenues  as  above $608,786,880  or  36.37% 


Increase  in  Expenses,  Taxes  and  Rents: 

Rates  of  Pay  (per  hour)  102.33% $692,786,352 

Fuel  154.78% 175,121,726 

Materials  74% 156,103,050 

Miscellaneous  (Claims,  Freight  Car  Repairs, 

and  Joint  Facility  Operations,  etc.,  est.) 125,576,367 

Taxes , 49,318,862 

Hire  of  Equipment  and  Joint  Facility  Rents. . . . 16,282,389 


Total  Increase  in  Basis  of  Expenses $1,215,188,746  or  99. 10% 

Net  Increase  of  Costs  over  Increase  of 
Revenues $606,401,866 


Note — This  computation  does  not  reflect  the  full  weight  of  increased  basis 
of  costs  as  it  makes  no  provision  for  increases  due  to  changes  in  working 
conditions. 

It  will  be  noted  that  while  the  expense  basis  since  1916  has  been 
increased  99.10%,  the  revenue  basis  during  the  same  period  has 
been  increased  but  36.37%. 
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As  a result  the  ratio  of  operating  expenses  to  operating  revenues, 
which  in  1916  was  67.32%,  becomes  99.73%  when  revenues  and 
expenses  are  restated  on  existing  cost  and  revenue  basis.  A 
comparison  of  these  results  with  the  actual  results  for  1919,  as 
audited,  indicates  that  the  increase  in  passenger  earnings  and 
economies  in  operation  incident  to  increased  train  load,  direction 
of  traffic,  etc.,  made  possible  largely  by  unusual  conditions  re- 
sulting from  the  war,  including  the  demobilization  of  the  military 
forces,  enabled  the  Railroad  Administration  to  offset,  to  a sub- 
stantial degree,  the  increased  basis  of  expense  shown  above,  re- 
sulting in  an  operating  ratio  of  87.87%  for  the  year  1919,  as 
audited.  Increased  passenger  business  handled  with  less  train 
mileage  might  account  for  one-half  of  this  reduction.  However, 
the  results  of  1919  operations  are  of  little  value  as  a basis  for 
future  calculations,  unless  consideration  be  given  to  the  circum- 
stances under  which  the  traffic  (much  of  it  incident  to  the  demo- 
bilization of  the  army)  was  actually  handled,  and  further,  unless 
the  audited  figures  be  so  adjusted  as  to  fairly  reflect  the  elements 
of  increased  revenue  and  increased  expense  which  it  is  now  known 
will  be  effective  in  the  future. 

It  has  been  suggested  that  the  year  ended  December  31,  1919, 
was  not  typical  because  of  the  reduced  traffic  in  the  first  quarter, 
and  because  of  the  effect  of  the  strikes  in  the  steel  and  coal  indus- 
tries in  the  last  quarter.  While  freight  traffic  did  fall  off  consid- 
erably after  the  Armistice  in  November,  1918,  and  recovered 
rather  slowly,  yet  there  was  a constant  and  steady  increase  of 
such  traffic  from  January  on,  reaching  a maximum  in  October, 
the  period  from  May  to  October  being  unusually  high.  The 
winter  months,  January,  February  and  March,  1919,  were  also 
exceptionally  mild  and  open. 

During  the  steel  strike,  shipments  of  steel  products  were  largely 
maintained  from  the  accumulation  of  stock.  The  coal  strike  was 
of  short  duration  and  did  not,  upon  the  whole,  seriously  affect  the 
earnings  of  the  Eastern  carriers.  Moreover,  the  largely  in- 
creased passenger  traffic  during  the  demobilization  period,  with 
a decreased  train  mileage,  contributed  an  unusual  measure  of  net 
earnings,  possibly  more  than  offsetting  any  adverse  effect  of  fluc- 
tuations in  freight  traffic.  The  fact  is  that  fluctuations  in  traffic 
are  the  rule  and  not  the  exception.  A year  during  which  traffic 
remained  steadily  at  the  maximum  would  not  be  typical. 
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However,  because  of  the  possible  effect  of  the  steel  and  coal 
strikes,  these  carriers  have  compiled  figures  for  the  twelve  months 
ended  October  31,  1919,  based  on  a questionnaire  submitted  with 
detailed  instructions  to  each  carrier.  The  questionnaire  and 
instructions  as  well  as  all  data  upon  which  the  compilation  is 
based,  are  available.  The  figures  both  for  the  calendar  year  1919, 
and  for  the  constructive  year  ended  October  31,  1919,  have  been 
adjusted  and  restated  so  as  to  illustrate  as  nearly  as  possible  the 
results  that  might  be  expected  were  the  business  of  the  calendar 
year,  or  of  the  twelve  months  to  October  31,  1919,  to  be  done 
over  again  under  the  conditions  affecting  revenues  and  expenses 
which  now  exist,  or  will  exist  in  the  immediate  future.  The 
adjusted  figures  for  the  calendar  year  1919  are  shown  on  state- 
ment (marked  A)  attached;  and  the  similar  figures  for  the  con- 
structive year  (October  31,  1919)  are  shown  on  statement  (marked 
C)  attached. 

Taking  the  adjusted  figures  for. the  year  ended  December  31, 
1919,  the  results  shown  indicate  that  under  the  changed  condi- 
tions the  operating  ratio  resulting  from  the  identical  business 
would  be  91.58%.  To  reduce  this  to  a 75%  ratio,  with  the  same 
volume  of  business,  would  require  an  addition  to  revenues  of  some 
8544,000,000. 

The  average  ratio  of  operating  expenses  to  operating  revenues 
of  these  carriers  for  the  nine  years  previous  to.  and  including  1916, 
was  70.4%,  and  it  would  seem  that  rates  ought  now  to  be  so 
adjusted  that  the  same  standard  of  operating  efficiency  that 
obtained  during  that  period  would  now  produce  approximately 
the  same  operating  ratio.  It  is  also  noted  that  the  operating 
ratio  during  the  three  year  test  period  averaged  69.5%. 

However,  to  overcome  measurably  the  difference  between  the 
increased  basis  of  earnings  and  the  increased  basis  of  costs,  and 
also  to  adjust  the  return  upon  property  investment,  which  in  the 
"test  period”  was  5.32%,  to  a basis  of  6%  would  require  for  the 
Class  I roads  herein  referred  to,  based  upon  the  figures  of  the  year 
ended  December  31,  1919,  adjusted,  additional  revenues  equal  to 
about  $494,000,000.  If  revenues  were  so  increased,  the  net 
return  would  be  about  $139,000,000  greater  than  the  average  for 
the  three  years  of  the  test  period.  Since  June  30,  1917,  the 
property  investment  of  these  carriers  has  been  increased  by  more 


than  $1,076,000,000.  The  annual  carrying  cost  of  this  investment 
averages  at  least  6%  or  $64,000,000  in  round  figures,  and  there 
would  be  left  about  $75,000,000  to  aid  in  the  re-establishment  of 
credit,  as  a basis  for  future  financing,  and  for  improvements 
largely  unproductive,  and  for  possible  contribution  to  reserve 
funds. 

The  average  net  railway  operating  income  of  the  “test  period” 
was  adopted  by  the  Congress  not  as  a measure  of  profits  to  the 
carriers  while  conducting  operations  at  their  own  risk  and  bearing 
the  burden  of  the  financing  necessary  to  provide  inprovements 
and  extensions  of  facilities,  but  rather  as  the  measure  of  a guaran- 
teed rental  to  be  paid  by  the  Government  during  a period  when  the 
Government  itself  was  to  assume  the  risks  of  operating  results 
and  was  to  provide  the  new  capital  necessary  for  additions,  better- 
ments and  equipment. 

■ The  carriers  must  now  reassume  the  burdens  and  risks  of  opera- 
tion in  a period  of  uncertain  conditions  affecting  business  generally. 
The  demands  for  additional  facilities  and  extensions  were  never 
more  pressing  than  now.  The  cost  of  new  capital  is  more  than 
7%  per  annum  even  to  those  railroad  companies  whose  credit  is 
of  the  best. 

The  Government  Victory  Loan  Bonds  are  currently  selling  on 
a basis  of  return  in  excess  of  6%.  New  industrial  issues,  with 
which  railroad  financing  must  compete,  are  offering  returns  from 
73/2%  to  8%  in  addition  to  liberal  commissions  for  their  sale  and 
distribution,  and  underlying  bonds  of  substantial  railroads  may 
be  bought  on  a basis  to  yield  7%  and  in  some  instances  in  excess 
of  8%.  Further,  the  European  markets,  heretofore  available  for 
American  railroad  issues,  are  now  closed  and  are  in  fact  absorbing 
our  surplus  funds,  and  this  applies  not  only  to  Europe  butVo 
practically  the  whole  world,  including  Japan  and  the  East. 

In  1920  and  1921,  from  $200,000,000  to  $250,000,000  per  annum 
of  maturing  obligations  of  these  carriers,  now  bearing  low  rates  of 
interest  (some  as  low  as  3H:%),  must  be  taken  care  of,  and  in 
such  refinancing  the  railroads  must  secure  funds  on  the  basis  of 
the  current  cost  of  capital.  Little  can  be  hoped  for  in  the  im- 
mediate future  in  the  way  of  lower  operating  costs.  There  is 
nothing  in  the  existing  situation  to  justify  the  expectation  that 
either  wages  or  material  prices  will  soon  be  lower,  while  the  public 
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expects,  and  justly  so,  a constantly  higher  standard  of  service. 
The  carriers  will  undoubtedly  endeavor  to  increase  their  operating 
efficiency,  and  substantial  results  may  be  expected  in  that  direc- 
tion, but  increased  efficiency  is  largly  dependent  upon  increased 
capital  expenditures  for  improved  facilities. 

Clearly,  unless  increased  revenues  on  a liberal  basis  are 
measurably  assured,  these  carriers  will  not  be  able  to  meet  their 
maturing  obligations  of  secure  additional  capital  on  a basis  such 
as  the  public  interest  demands,  nor  will  they  be  able  to  render 
the  transportation  service  necessary  for  the  growing  commerce 
of  this  country. 

The  preceding  facts  and  figures  indicate  strongly  that  the  rail- 
roads as  a whole  in  the  Eastern  District  will  require  as  a minimum, 
an  increase  in  revenue,  to  be  derived  from  increased  rates  and 
charges,  of  approximately  $550,000,000  per  annum,  in  order  that 
they  may  be  able  to  furnish  adequate  service  for  the  public.  The 
additional  amount  necessary  could  be  obtained  by  an  increase 
of  about  22%  if  applied  to  all  business,  or  about  30%  if  applied 
to  the  freight  traffic  only. 


TRANSPORTATION  ACT,  1920. 

Thus  far  this  statement  has  sought  to  throw  light  on  the  measure 
of  relief  needed,  without  reference  to  the  return  on  property 
value.  Section  15a  of  the  Interstate  Commerce  Act  as,  amended 
by  the  Transportation  Act,  1920,  provides  as  follows: 

“In  the  exercise  of  its  power  to  prescribe  just  and  reason- 
able rates  the  Commission  shall  initiate,  modify,  establish  or 
adjust  such  rates  so  that  carriers  as  a whole  (or  as  a whole  in 
each  of  such  rate  groups  or  territories  as  the  Commission  may 
from  time  to  time  designate)  will,  under  honest,  efficient  and 
economical  management  and  reasonable  expenditures  for 
maintenance  of  way,  structures  and  equipment,  earn  an  aggre- 
gate annual  net  railway  operating  income  equal,  as  nearly  as 
may  be,  to  a fair  return  upon  the  aggregate  value  of  the  rail- 
way property  of  such  carriers  held  for  and  used  in  the  service, 
of  transportation:  Provided,  That  the  Commission  shall  have 
reasonable  latitude  to  modify  or  adjust  any  particular  rate 
which  it  may  find  to  be  unjust  or  unreasonable,  and  to  pre- 
scribe different  rates  for  different  sections  of  the  country. 

“The  Commission  shall  from  time  to  time  determine  and 
make  public  what  percentage  of  such  aggregate  property 
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value  constitutes  a fair  return  thereon,  and  such  percentage 
shall  be  uniform  for  all  rate  groups  or  territories  which  may  be 
designated  by  the  Commission.  In  making  such  determina- 
tion it  shall  give  due  consideration,  among  other  things,  to 
the  transportation  needs  of  the  country  and  the  necessity 
(under  honest,  efficient  and  economical  management  of  exist- 
ing transportation  facilities.)  of  enlarging  such  facilities  in 
order  to  provide  the  people  of  the  United  States  with  ade- 
quate transportation:  Provided,  That  during  the  two  years 
beginning  March  1,  1920.  the  Commission  shall  take  as 
such  fair  return  a sum  equal  to  5)^  per  centum  of  such  aggre- 
gate value,  but  may,  in  its  discretion,  add  thereto  a sum  not 
exceeding  one-half  of  one  per  centum  of  such  aggregate  value 
to  make  provision  in  whole  or  in  part  for  improvements, 
betterments  or  equipment,  which,  according  to  the  account- 
ing system  prescribed  by  the  Commission,  are  chargeable  to 
capital  account.  ” 

Statement  (marked  D)  attached,  shows  the  estimated  net 
operating  income  of  all  the  carriers  in  the  Eastern  District  in 
relation  to  property  investment  (based  on  the  questionnaire  data 
for  year  ended  October  31,  1919)  segregated  as  to  Class  I,  II  and 
III  roads,  and  Switching  and  Terminal  Companies,  which  for 
144  roads  represented,  may  be  summarized  as  follows: 

EASTERN  DISTRICT. 

Railways  of  Class  I,  II  and  III  Roads  and  Switching  and  Terminal 
Companies  Year  ended  October  31,  1919. 

Property  Investment $9,368,698,698 

Six  Per  Cent,  on  Property  Investment $562,121,921 

Net  Railway  Operating  Income  year  ended 

October  31,  1919 — adjusted 18,008,219 

Difference  between  adjusted  net  Operating 
Income  and  6%  on  Property  Investment. . . $544,113,702 

Total  of  all  revenues $2,570,967,815 

Per  cent,  on  total  revenues  required  to  meet 

deficit  under  6% 21.16% 

Total  freight  revenue $1,788,033,734 

Per  cent,  on  freight  revenue  required  to  meet 

deficit  under  6% 30 . 43% 

Note— The  foregoing  computations  make  no  provision  or  allowance  for  the 
following: 

(a)  Wage  demands  which  may  result  in  increases  in  addition  to  those 

already  effective. 

(b)  Possible  adjustment  in  contractual  relations  with  the  Pullman, 

Express  and  other  companies. 

(c)  Claims  of  short  lines  and  industrial  railroads  not  represented  in  fore- 

going figures  for  increased  divisions  and  allowances. 

(d)  Possible  under-maintenance  which  may  have  occasioned  an  under- 

statement of  expenses  for  the  year  1919. 
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The  estimated  aggregate  annual  net  railway  operating  income 
is  related  to  the  aggregate  property  investment  account  in  the 
belief  that  as  an  aggregate  amount  this  account  is  not  excessive 
but  more  probably  the  minimum  as  representing  true  value,  and 
further  because  it  is  the  only  estimate  of  aggregate  value  practi- 
cally available  at  this  time,  just  as  it  was  the  only  estimate  of  value 
available  to  Congress  when  it  prescribed  the  percentage  on 
aggregate  value  that  should  be  taken  as  a fair  return  for  the  two 
years  beginning  March  1,  1920.  The  Commission  will,  of  course, 
make  use  of  any  other  data  it  may  find  available. 

Assuming  as  we  may  and  must  that  the  Congress  clearly  in- 
tended to  lay  down  in  the  Transportation  Act  of  1920  a definite 
policy  for  the  guidance  of  the  Commission,  the  guiding  policy  so 
prescribed  will  undoubtedly  control  the  Commission’s  acts  and 
decisions  in  the  administration  of  all  the  provisions  of  the  Act, 
which  include,  viz.:  “due  consideration,  among  other  things,  to 
the  transportation  needs  of  the  country  and  the  necessity  of 
enlarging  such  facilities  in  order  to  provide  the  people  of  the 
United  States  with  adequate  transportation.” 

CONCLUSION. 

(1)  binder  the  provisions  of  the  Transportation  Act  of  1920, 
the  duty  has  been  imposed  upon  the  Commission  of  fixing  rates 
and  charges  so  as  to  yield  as  nearly  as  may  be,  a fixed  percentage 
return  upon  the  aggregate  value  of  the  transportation  properties 
devoted  to  the  public  use. 

(2)  The  information  necessary  to  enable  the  Commission  to 
determine  final  aggregate  value  cannot  be  obtained  within  any 
reasonable  time. 

(3)  Elements  and  conditions  affecting  railroad  operations,  and 
business  generally,  have  changed  and  are  still  changing  so  rapidly 
as  to  make  the  results  of  1919  alone — even  as  adjusted — un- 
reliable as  a basis  upon  which  to  forecast  the  future. 

(4)  Under  these  conditions  it  cannot  be  estimated  (much  less 
determined)  with  anything  like  accuracy,  what  net  railway 
operating  income  will  be  obtained  during  1920  and  1921  from 
any  given  percentage  increase  in  rates  made  at  this  time. 
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(5)  However,  a failure  to  provide,  so  far  as  possible,  net  railway 
operating  income  sufficient  to  enable  the  carriers  to  re-establish 
their  credit,  would  defeat  the  clear  intent  of  the  Act  because  the 
carriers  under  such  conditions  would  not  be  able  to  “ provide  the 
people  of  the  United  States  with  adequate  transportation,”  and 
such  a course  would  bring  serious  consequences  to  the  whole 
public — including  shippers  and  carriers  alike. 

(6)  It  is  submitted,  therefore,  that  under  the  conditions  above 
outlined  the  only  secure  course  is  for  the  Commission  to  use  all 
information  available,  and  to  resolve  all  reasonable  doubts  in 
favor  of  the  higher  rates  and  charges  shown  to  be  necessary,  for 
on  that  side  lies  safety. 


Chairman,  Sub-Committee  of  General  Committee, 
Official  Classification  Territory. 


\ 


BEFORE  THE 


Interstate  Commerce  Commission. 


APRIL  26,  1920. 


IN  THE  MATTER  OF  INCREASES  IN  REVENUES  IN 
OFFICIAL  CLASSIFICATION  TERRITORY. 


THE  STEAM  RAILROAD  CARRIERS  IN  OFFICIAL  CLASSIFI- 
CATION TERRITORY  RESPECTFULLY  SUBMIT  TO  THIS 
COMMISSION  THE  FOLLOWING  STATEMENT  AS  TO  THEIR 
FINANCIAL  CONDITION,  NEED  OF  ADDITIONAL  NET  RAIL- 
WAY OPERATING  INCOME,  AND  THE  MANNER  IN  WHICH 
IT  SHOULD  BE  SECURED. 

1.  Section  loa  of  the  Interstate  Commerce  Act  provides  that: 

“In  the  exercise  of  its  power  to  prescribe  just  and  reason- 
able rates  the  Commission  shall  initiate,  modify,  establish  or 
adjust  such  rates  so  that  carriers  as  a whole  (or  as  a whole  in 
each  of  such  rate  groups  or  territories  as  the  Commission  may 
from  time  to  time  designate)  will,  under  honest,  efficient  and 
economical  management  and  reasonable  expenditures  for 
maintenance  of  way,  structures  and  equipment,  earn  an  aggre- 
gate annual  net  railway  operating  income  equal  as  nearly  as 
may  be,  to  a fair  return  upon  the  aggregate  value  of  the  rail- 
way property  of  such  carriers  held  for  and  used  in  the  service 
of  transportation.’’ 

and  further  provides  that : 

“The  Commission  shall  from  time  to  time  determine  and 
make  public  what  percentage  of  such  aggregate  property  value 
constitutes  a fair  return  thereon,  and  such  percentage  shall 
be  uniform  for  all  rate  groups  or  territories  which  may  be 
designated  by  the  Commission.  In  making  such  determina- 
tion it  shall  give  due  consideration,  among  other  things,  to 
the  transportation  needs  of  the  country  and  the  necessity 
(under  honest,  efficient  and  economical  management  of  exist- 
ing transportation  facilities)  of  enlarging  such  facilities  in 
order  to  provide  the  people  of  the  United  States  with  adequate 
transportation.” 
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2.  The  territory  commonly  known  as  Official  Classification 
Territory  has  been  since  1887  a well  defined  rate  territory,  sub- 
stantially differentiated  from  other  rate  territories  in  the  United 
States  by  differences  in  industrial,  commercial  and  transportation 
conditions.  Within  this  territory  there  are  a large  number  of 
railways  and  railway  systems  whose  lines  are  confined  thereto. 
There  is  very  little  overlapping  in  this  territory  of  lines  of  railway 
more  largely  identified  with  other  rate  territories.  It  has  been 
recognized  by  this  Commission  in  many  cases  as  a separate  terri- 
tory within  which  rates  may  be  and  have  been  adjusted  with  rela- 
tion to  each  other.  Its  limits  for  the  purposes  of  this  proceeding 
may  be  established  as  follows:  The  Atlantic  Seaboard  from  the 
Canadian  Border  to  Norfolk,  Virginia,  the  main  line  of  the  Norfolk 
& Western  Railway  from  Norfolk,  Va.,  to  Kenova,  West  Virginia, 
the  main  line  of  the  Chesapeake  & Ohio  Railway  from  Kenova, 
W.  Va.,  to  Cincinnati,  Ohio,  the  Ohio  River  to  Cairo,  Illinois, 
the  Mississippi  River  to  the  mouth  of  the  Illinois  River,  at  or 
near  Grafton,  111.,  the  Illinois  River  from  Grafton,  111.,  to  Pekin, 
111.,  a line  south  and  east  of  the  Atchison,  Topeka  & Santa  Fe 
Railway  from  Pekin,  111.,  through  Joliet  and  Streator,  111.,  to 
Chicago,  111.,  a line  drawn  from  Chicago,  111.,  to  include  the 
southern  peninsula  of  Michigan,  and  thence  following  the  inter- 
national boundary  to  the  Atlantic  Seaboard. 

3.  At  the  present  time  many  of  the  carriers  are  barely  earning 
operating  expenses  and  some  of  them  are  earning  less  than  operat- 
ing expenses.  Under  present  conditions  nearly  all  these  carriers 
are  guaranteed  the  standard  return  by  the  Government,  and  the 
Government  is  therefore  sustaining  heavy  losses  as  a result  of  the 
operation  of  these  properties  under  present  rates.  After  Septem- 
ber 1,  1920,  when  the  Government’s  guaranty  expires,  the  carriers, 
unless  immediate  relief  by  an  increase  in  revenue  through  increases 
in  rates  be  granted,  will  be  unable  to  earn  any  susbtantial  return 
upon  the  value  of  their  properties.  It  is  therefore  imperatively 
necessary  in  the  public  interest,  as  well  as  in  the  interest  of  the 
carriers,  that  increases  in  rates  be  made  effective  at  the  earliest 
practicable  date. 

4.  The  aggregate  value  of  the  property  of  the  carriers  in  Official 
Classification  Territory  cannot  at  the  present  time  be  finally 
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ascertained.  The  property  investment  account  of  the  carriers  and 
their  leased  lines,  including  materials  and  supplies,  amounted  on 
December  31,  1919,  to  $9,368,698,698.  The  carriers  believe  and 
therefore  state  that  this  property  investment  in  the  aggregate  is 
substantially  less  than  the  aggregate  value  of  the  property  held  for 
and  used  by  them  in  the  service  of  transportation. 

5.  The  cost  of  capital  at  the  present  time  to  railroad  companies 
of  the  best  credit,  offering  the  best  available  security,  is  about 
7H%-  Section  15a  of  the  Interstate  Commerce  Act  provides 
for  a return  to  the  carriers  as  a group  or  in  such  groups  as  may  be 
established  of  6%,  as  a maximum  for  the  period  of  two  years 
beginning  March  1,  1920.  It  is  submitted  that  this  Commission 
should,  in  the  present  emergency,  adopt  the  maximum  so  pre- 
scribed in  order  to  aid  the  carriers  as  far  as  possible  in  strengthening 
their  credit  and  securing  additional  capital.  Six  per  cent . on  the 
property  investment,  including  materials  and  supplies,  of  the  car- 
riers, or  approximately  $562,121,921,  represents  substantially  less 
than  the  minimum  net  operating  income  which  the  carriers  should 
earn  in  the  public  interest  and  as  a fair  return  on  their  property 
held  for  and  used  in  the  service  of  transportation.  This  amount  of 
net  railway  operating  income  is  substantially  less  than  the  amount 
required  to  meet  existing  capital  charges,  provide  for  additions 
and  betterments  properly  chargeable  to  income,  and  afford  a basis 
of  credit  on  which  new  capital  may  be  attracted  to  the  transpor- 
tation business.  Such  rates  of  transportation  should  be  estab- 
lished as  will  permit  the  carriers  as  a group  to  earn  not  less  than 
the  amount  of  net  operating  income  above  stated. 

6.  The  carriers  have  made  estimates  of  the  amount  of  necessary 
increases  in  revenue  through  increases  in  rates.  For  this  purpose 
they  have  taken  the  operating  expenses  and  operating  revenues  of 
the  properties  of  the  carriers  by  the  United  States  Railroad  Ad- 
ministration for  the  year  ended  October  31,  1919,  the  latest 
available  period,  have  allowed  proper  credit  to  the  revenues  of  that 
year  on  account  of  the  retroactive  application  of  the  decision  of 
this  Commission  in  the  Railway  Mail  Pay  Case,  Docket  9200,  and 
proper  adjustments  in  expenses  due  to  the  fact  that  certain  expen- 
ses effective  October  31,  1919,  were  not,  in  all  cases,  effective 
throughout  the  entire  year.  On  the  basis  of  these  adjustments  the 
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carriers  have  found,  assuming  they  were  to  operate  their  properties 
for  a year  with  the  same  adjusted  gross  revenues  and  adjusted 
expenses  and  including  certain  additional  known  expenses,  such  as 
increases  in  the  price  of  fuel  and  the  re-establishment  of  per  diem, 
it  would  be  necessary  for  them  to  secure  an  increase  of  21.16%  in 
all  their  revenues,  or  an  increase  of  30.43%  in  their  freight  revenues, 
interstate  and  intrastate,  in  order  to  earn  an  amount  of  net 
operating  income  equal  to  6%  on  the  property  investment  of  the 
carriers,  including  materials  and  supplies. 

7.  It  is  the  judgment  of  the  carriers  that  the  increases  in 
revenue  necessary  to  meet  present  known  expenses  and  provide  a 
fair  return  should  be  secured  from  freight  traffic.  Because  of  the 
complexities  of  ordinary  freight  tariff  publication,  such  increases 
in  rates  can,  generally  speaking,  be  made  within  a short  time  only 
by  the  application  of  a percentage  method  of  increase  in  rates. 
The  carriers  therefore  propose  that  they  be  permitted  to  file  supple- 
ments proposing  percentage  increases.  If  this  is  permitted,  the 
carriers  will  undertake  with  the  utmost  expedition  to  substitute 
for  these  percentage  supplements  tariffs  in  the  ordinary  form 
preserving  differentials  in  the  usual  manner. 

On  grain  and  grain  products  from  points  in  Central  territory  to 
points  in  Trunk  Line,  New  England  and  Virginia  territory,  the 
tariff  is  comparatively  simple  and  it  would  be  practicable  to  pub- 
lish a specific  tariff  on  this  traffic  in  lieu  of  a percentage  supple- 
ment. This,  it  is  believed,  would  be  in  the  public  interest. 

In  proposing  advances  on  bituminous  coal,  other  than  lake 
cargo  and  tidewater  coal,  the  carriers  propose  a slight  modification 
of  the  strict  percentage  basis  for  the  purpose  of  preserving 
differentials  from  groups  of  origin.  This  method  would  involve 
taking  certain  basing  groups  of  origin,  advancing  the  rates 
from  these  groups  the  same  percentage  as  all  other  freight 
traffic  and  applying  the  amount  of  the  increase  thus  ascertained 
in  cents  per  ton  as  a specific  increase  from  each  related  group  to 
the  same  point  of  destination.  In  dealing  with  lake  cargo  and 
tidewater  coal,  the  same  percentage  is  proposed  and  the'  same 
method  suggested  with  certain  necessary  adjustments  to  preserve 
differentials. 
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In  advancing  rates  on  coke  from  the  Connellsville  region  and 
related  districts,  the  same  method  is  suggested,  using  the  Connells- 
ville rates  as  the  basis  for  advancing  rates  both  eastbound  and 
westbound. 

8.  In  order  to  expedite  this  investigation  and  to  arrive  at  a 
prompt  decision,  it  is  suggested  that  there  should  be  cooperation 
between  this  Commission  and  the  various  State  Commissions  as  to 
the  matter  of  rates  necessary  to  produce  the  revenue  mentioned 
herein. 

In  conclusion,  without  prejudice  to  the  right  of  any  of  them  in 
due  course  to  ask  for  special  consideration  of  rates,  or  divisions 
thereof,  either  generally  or  on  particular  traffic,  the  carriers  respect- 
fully propose  that  this  Commission  designate  Official  Classification 
Territory  as  a rate  territory,  and  establish  or  authorize  such 
freight  rates,  not  less  than  30%  in  excess  of  existing  rates,  as  may 
be  found  to  be  necessary  in  order  to  assure  to  the  carriers  a return 
of  at  least  6%,  upon  the  aggregate  value  of  their  property  as 
provided  in  Section  15a  (3)  of  the  Interstate  Commerce  Act,  and 
that  such  advance  be  permitted  to  be  made  by  brief  supplements 
to  existing  tariffs  and  to  be  made  effective  as  soon  as  practicable. 

Respectfully  submitted, 


Chairman,  Sub-Committee  of  General  Committee, 
Official  Classification  Territory. 
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Memorandum  showing  effect  of  Increased  Kates  and  Inoreased  Baals  of  Expense 
aa  of  Marsh  1920,  applied  to  the  business  of  1916, 


I ten 

1916 

Actual 

Adjustment 

Account 

of 

Increases 

1916 

Adjusted 
to  present 
basis 

HALLWAY  OPERATING  REVENUES: 

Freight  Revenue,  year  1916  

#1,109,565,219 

Estimated  increase  in  coal  aid  ore  rates  and  15%  Case  

$ 158,462,964 

Adminlstntl.cn  26$  inorease  1918  

337,007,051 

$1,685 ,035,254 

P&sserwtr  Revenue,  tfeag  1918  

321,731,046 

Estimated  inorease  based  on  average  rate  per  passenger 

mile  in  1919  - 2.419  aente  as  oanpared  with  storage 

rate  in  1916  of  1,905  oents,  an  inorease  of  26.96$  

86,803,036 

Pascengar  revenue  1916  adjusted  to  1920  rates  

400,534,082 

Hail  Reve nna  

22,825,725 

35,379,874 

Increase  granted  h y I.G.O.  estimated  at  55 $ 

12,554,149 

Express  Revenue  

43,116,486 

47,428,125 

Advance  in  rates  10$  

4,311,649 

Miscellaneous  Revenue  

96,480,110 

106,128,121 

Advance  estimated  & 1 Op  

9.646.011 

Total  Railway  Operating  Revenue s 

#1.673.716.686 

. #608.786.880 

82.262.505.466 

HAIIfEAY  dPiSASIMO  EXPENSES: 

Payroll  Year  1916  ». #712.644,182 

Less  - Estimate  of  5j i chared  to  Capital 

$ 677,011,973 

$1,369,798,325 

Increase  in  rates  of  pay  102.33$ 

692,786,352 

Fuel: 

In  1916  there  was  purchased  72,108,369  tons  of  fuel  at 

an  average  price  of  #1.57  per  ton 

113,142,348 

288,264,074 

Ths  estimated  increase  in  1920  now  in  effect  based  on 

a price  of  #4.00  per  ton  is  154.70$ 

175,121,726 

Material: 

Amount  charged  to  Operating  Expenses  in  1916  was  

210,950,068 

367,053,118 

The  increase  in  prices  1920  over  1916  is  74$  

156 ,103,050 

125,576,367 

251,152,734 

Estimated  increase  based  on  the  average  developed  by 

increase  shown  for  payroll,  fuel,  and  material  100$ 

125.576.367 

Total  Railway  Operating  Expenses 

#1.126.680.756 

#1.149.687.495- 

#2.276.268.251 

Net  Revenue  from  Rail's^  Operation 

$ 547,037,830 

$ 6,237,215 

540,000,616. 

§ 65,651,841 

$ 49,318,862 

$ 114,970,703 

244.511 

— 

244.511 

Railway  Operating  Incare  

$ 481,141,478 

$D  590, 119,477 

D 108,977,999 

25,366,594 

37,970,904 

12,604.310 

8.233.314 

3.678.079 

11. 911. 393 

# 447.541.570 

« 606.401.866 

#D  156.860.296 

Rate  of  Return  - Per  Cent 

— 

6.46$ 

- 

Deficit 

B - Deficit. 


April  17,  1920, 
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EASTERN  DISTRICT 

gfta^RT  OF  RAILWAYS  CLASS  I.  II.  AND  III.  AND  SWITCHING  AND  TERM 1 NAD  COMPANIES 
.YEAR  ENDED  OCTOBER  31,  1919. 


Includes  Illinois  Central  Lines  North  of  Cairo,  211 
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GENERAL  RECAPITULATION 


